This paper presents estimates of the short-run aggregate supply and demand curves for the post-war U.S. economy using a structural vector autoregression (SVAR). Following the work of Blanchard and Quah [4] (henceforth BQ) I assume that aggregate demand shocks have no long-run impact on the log of real output. In contrast to BQ I use aggregate output and prices while they use aggregate output and the unemployment rate. By replacing unemployment with prices I can estimate the slopes of the aggregate supply and demand curves for the U.S. economy.
II. Evolution of the Literature
The traditional, pre-1980, method of decomposing output movements into cycle and trend typically assumed that the trend followed a linear or smoothly evolving path. This trend line was assumed to be a function of growth factors such as labor, capital and technology while the remaining cycle was assumed to be a function of aggregate demand.
The work of Nelson and Plosser [15] showed that most macroeconomic time series contain a stochastic rather than deterministic trend. Their work cast doubt on the simple deterministic trend decomposition of output and suggested that at least part of the quarterly fluctuations in aggregate output are due to aggregate supply factors. Although this finding suggests that part of the quarterly change in aggregate output is determined by permanent aggregate supply factors it by no means suggests that all of the quarterly change is a function of these factors. In fact, the work by Nelson and Plosser gave no indication of the amount of output changes due to permanent and temporary shocks-they simply identified the fact that permanent shocks occur each time period. The question of the proportion of the variance in output growth due to each of the two factors was left to subsequent literature. Figure 1 shows a scatter plot of quarterly growth rates of real GDP and the GDP deflator, 1949:2 through 1992:4. One would expect that if quarterly movements were dominated by aggregate demand the points would form a pattern from the southwest to the northeast thus tracing out an aggregate supply curve.1 If the movements were dominated by aggregate supply one would expect the points to form a pattern from the northwest to the southeast thus forming an aggregate demand curve. Neither pattern emerges from these points which leads one to conclude that either the model is wrong or both demand and supply shocks are important in determining the position of these points.
The literature on measuring the contribution of aggregate demand and supply can be roughly divided into two types: univariate and multivariate approaches.2 The univariate approaches typically estimate an ARIMA model for GDP and then assume either that permanent and temporary 1 . Typically the AS-AD diagram plots the price level against the level of GDP. Throughout this paper, however, AS-AD refers to the first difference of the log of prices (the inflation rate) plotted against the first difference of the log of output (output growth). Although the shapes of the aggregate supply and demand curves can be inferred from these impulse responses, a clearer representation of them can be obtained by reconstructing the output growth and inflation series using one shock at a time and then producing a scatter plot of the resulting series. This produces a graph which can be directly compared with the unconstrained scatter plot shown in Figure 1 . To construct these series, first notice that the actual data on output growth and inflation can be reconstructed using the estimated structural impulse responses and the estimated structural shocks.
as recommended by Campbell and Perron [5] . This result, however, is sensitive to the choice of sample period and lag length. Since the textbook aggregate demand and supply model specifies a relationship between the level of output and the price level I chose to difference both variables once. Thus, I used inflation in its level form in the regressions that follow. As pointed out in footnote 7, the estimated residuals from the vector autoregression were not serially correlated. Figure 11 shows the output due to aggregate demand with the Romer and Romer [16] dates superimposed on the graph. Again, output appears to move downward following each of these dates. However, as was the case with the NBER-defined dates, there are several other negative movements in output which do not directly follow these dates. Clearly, the largest negative movement in output due to aggregate demand followed the Volker-monetary contraction beginning October 1979. Table I Table I indicate that aggregate demand and supply shocks are jointly responsible for the NBER-defined recessions.
The second set of numbers presented in Table I show the means of the four series during the oil price shock dates identified by Hamilton [12] . Note that output growth due to aggregate supply is significantly lower during these periods and inflation due to aggregate supply is (marginally) significantly higher. Further, there are no differences in either the mean inflation rate or the mean growth in output due to aggregate demand during these periods. Thus, using the natural rate identifying restriction I find that movements in output growth and inflation during the Hamilton oil shock periods are solely due to aggregate supply shocks.
The final set of numbers presented in Table I Table II shows that all four constructed series are correlated with the contemporaneous and lagged measure of supply shocks. The positive correlation between the aggregate demand components of output growth and inflation and the supply shock proxy could be due to reverse causality. As a final check on the reasonableness of the BQ technique for identifying aggregate shocks I tested for the stability of the slope of the aggregate supply curve. Lucas [14] showed that the 12. These variables are constructed the same as in Romer and Romer [16] . The government budget surplus includes federal, state and local surpluses. The relative price of food and energy is the weighted average of the producer price indexes for foodstuffs and feedstuffs, crude fuel and crude petroleum divided by the producer price index for finished products. 
V. Summary and Conclusion
This paper presents estimates of the aggregate supply and demand curves for the post-war U.S. economy using the technique developed by Blanchard and Quah [4]. Using output growth and inflation instead of output growth and unemployment I obtain the following results: As expected, the aggregate supply curve is positively sloped and the aggregate demand curve is negatively sloped. The movements in inflation and output due to aggregate supply are closely related to iden-tified oil price shocks. The movements in inflation and output growth due to aggregate demand are loosely related to identified contractionary monetary policy episodes. These results could be a reaffirmation of Friedman's observation that monetary policy effects output and prices with long and variable lags. Finally, I find that the slope of the aggregate supply curve over the post-war period changed as predicted by Lucas [14] . Namely, it became steeper in the 1970s as the level and volatility of inflation increased and it flattened again in the 1980s as inflation subsided. 
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